
 
 

The Patient Protection and Affordable Care Act 
 

Reducing Premiums to Make Coverage Affordable 
 

The Patient Protection and Affordable Care Act includes several targeted provisions to reduce 

health insurance premiums.  

 

Pooling people together in a health insurance Exchange will bring down costs of insurance   

 Half of the uninsured are under the age of 30 and have health costs and risks well below 

average. [Commonwealth Fund, 5/30/2008]  Creating a provision for individual responsibility and 

allowing people to purchase health insurance through an Exchange will add healthy people to 

the pool for insurance and keep premiums lower for everyone. 

 

Premium assistance will make coverage affordable 
 Eighty-five percent of the uninsured have incomes below 400 percent of the poverty line. 

[Current Population Survey, 2007] Many of these people do not have health problems, but remain 

uninsured because of the high cost of coverage today.  Premium credits will make coverage 

affordable for them by limiting the percentage of income they have to pay for coverage. 

 

Reinsurance and risk-adjustment will stabilize premiums 
 Risk adjustment will be used to ensure that no plan suffers from a spiral of adverse selection, 

and a reinsurance program will be used to reimburse plans whose costs run significantly 

above premium revenues, allowing plans to set lower premiums from the outset.  

 

Insurance overhead will be vastly reduced  

 Today, roughly 30 percent of every dollar goes to insurance overhead in the individual 

market compared to 7 percent of premiums in the large group market, primarily due to the 

administrative costs of “cherry picking.” [Congressional Budget Office, 12/2008]  Such practices 

would be prohibited under health insurance reform. The Congressional Budget Office 

projects that administrative savings will reduce premiums by 4-5 percent.   

 

Competition will lower costs 

 Many states’ small group insurance markets are dominated by one or two large insurers,
 
and 

it is difficult for small businesses to shop for plans. [Government Accountability Office, 2/27/2009]  By 

creating a health insurance exchange, health insurance reform will expand choice, increase 

competition, and lower prices for everyone. 

 

Special policies will be available for catastrophic coverage  

 Proposals such as special catastrophic coverage those who cannot afford more 

comprehensive coverage and young adults, and the ability to stay as a dependent on parental 

health plans until the age of 26 will help to keep costs down for young adults. 

http://www.commonwealthfund.org/Content/Publications/Fund-Reports/2008/May/Rite-of-Passage--Why-Young-Adults-Become-Uninsured-and-How-New-Policies-Can-Help--2008-Update.aspx
http://www.cbo.gov/ftpdocs/99xx/doc9924/toc.shtml
http://gao.gov/new.items/d09363r.pdf


 

Medicaid will cover highest risk individuals  

 The expansion of Medicaid offers a new option to millions of adults with disabilities and 

other health issues.  Coverage in Medicaid ensures they get the services they need and keeps 

premiums lower in the exchanges.  

 

If you like what you have, you can keep it 

 People in the individual and small group market who already have insurance can keep that 

plan through grandfathering. 

o According to a report by Oliver Wyman (commissioned by the insurance industry), 

“these grandfathered policies will not be impacted by the rating changes.” 

o According to the American Academy of Actuaries, this grandfathering of current 

plans will provide protection against rate shock.  In fact, premiums will actually 

decrease for younger adults who keep their plans.   


